
1. THE BROADCASTING INDUSTRY TODAY 

A. Overview 

The broadcast television industry of today operates in a vastly different economic 

environment than did the one on which the bulk of current regulations were imposed. 

Major patterns and trends include the following: 

@4 Increased Competition for Viewers, Advertisers, and Programming: 

Competition from a variety of media continues to increase at a rapid pace 

a Increased Numbers of Broadcast Networks and Stations: The numbers of 

networks and stations have increased dramatically. In terms of who owns 

stations. thrce lacta stand out: ( 1 )  most stations are controlled by group owners; 

( 2 )  significant numhers of independent stations remain; and ( 3 )  few stations are 

owned h y  rninorilieh. 

i) Industry Profitability: lndustry financial statistics indicate that local 

television stations have been and are more profitable than the broadcast networks. 

s ise of Alternative Areas for Network Investment: Cable programming 

services and the Internet offer broadcasters attractive alternative markets in which 

to make investments i n  content and marketing. 

The next part5 o l  thi\ sect~on look at each of these patterns and trends in more detail 



. Television Broadcast Stations and Networks Face Strong Competition 

The past two decades have witnessed a sharp increase in competition faced by 

television stations and networks for viewers, for advertisers, and for programming. 

Competition for Viewers. The most striking trend of the last thirty years has 

been the steady and dramatic fall in  the broadcast networks' ratings. Between the 1952- 

53 and 1990-91 seasons. the collective prime time ratings of  ABC, CBS and NBC fell by 

half, from 75 to 37.5.' By the 1997-98 season, those three networks saw their pnrne time 

ratings fall to 28.3. a decline of another 25 perccnt.' Evcn if FOX is included in the total, 

rhe four  networks ratings tor the 1997-98 season were only 35.3, again well less than half 

whal they were when many or the rules governing broadcasting were put i n  place. h 

Figurc 4 shows how Lhe erosion of the television ratings has affected both 

i ielwoi.k~aft i l ialed and independen1 stations i n  recent years and has taken place across all 

pans ot thc day. Moreover. as shown by the figure, Veronis, Suhler & Associates. a 

leading industry analyst. pro-jects that this decline will continue. 

The principal reasoli for the decline i n  television viewing is clear. The terrestrial 

broadcasting industry taces ever increasing competition from other video rivals, 

particularly cable and satellite delivered television. Cable television and direct broadcast 

sarellik television have grown lreinendously in recent years. In fact, prime time and 

iota-day ratings for basic cable cxcccded the i 

iind i\iBC in Ihe first week (if Au,ousl 1999.' 

I '  ' ':qc ratings for ABC, CBS, Fox, 



FIGURE 4 
BROADCAST TOTAL-DAY HOUSEHOLD RATINGS 

1984-2002 

Network-Affiliated Independent lV AI[ N 
Year TV Stations’ stations’ Stations 

1984 19.4 4.8 24.2 
1985 19.4 4.6 24.0 
1986 19.5 4.8 24.3 
1987 18.0 4.8 22.8 
1988 17.5 5.0 22.5 
1989 16.6 4.7 21.3 
1990 15.5 4.8 20.3 
1991 16.1 4.4 20.5 
1992 18.6 3.2 21 .B 
1993 18.7 3.3 22.0 
1994 18 7 3.5 22.2 
1995 17.0 3.7 20.7 
1996 16.3 3.6 19.9 
1997 15.2 3.6 18.8 
1998 14.3 3.6 17.9 
1999 13 6 3.5 17.1 
2000 13.0 3.4 16.4 
2001 12.5 3.3 15.8 
zoo-’ 12.0 3.2 15.2 

Notes. 
‘Inciudes FOX atfillales beqinntna in the fourth warier of 1991 
‘Excludes suDersfations: includes UPN and WB affiliates in 1995-1997. 
3Dala are proiections. 

Source: 
The Veronis. Suhler & Associa/es Communications Industry Forecasr, 
October 1998, p. 188 



The growth of rivals to broadcast television can be measured in terms of 

availability, penetration, and ratings or shares of  television viewing. 

The rzvailahiliry of subscription services refers to the percentage of the American 

population who have the option of purchasing the services. The availability of cable 

television is typically measured in terms of homes passed. As the third column of Figure 

5 shows, the availability of cable lelevision has risen dramatically in the last two decades, 

to the point where today over 96 percent of U.S. homes with televisions are passed.8 The 

signals of direct-to-the-home television satellites now cover almost the entire U.S. 

Betwccn cahle and satellite. almost cvcry household i n  the U.S. has the option of 

purchasing a multi-channel video programming service. 

9 

For subscription services. penr/ra/ion refers to the percentage of households that 

3ctualI\ purchase thc service. As shown in Figure 5 ,  cahle and satellite video services 

havc enloyed tremendous incrcases in  penetration. Over 66 percent of television 

households subscribed to basic cable in 1999. And over I3 percent of television 

households subscribed to some form of wireless multi-channel video service. The Federal 

Communications Commission found that approximately 78 percent of television 

houheholds subscrihed to some form of multi-channel video programming service as of 

Junc 1998. I o  



Year 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999' 

FIGURE 5 
GROWTH OF CABLE, DBS, AND OTHER MVPDs 

1982-1999 
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Note. 
' 1999 dala are as 01 ,June 30th 

Sources: 
Paul Kagan Associates. The Kagan Media Index. "Hisloncal Data Base.'January 31, 1994 and April 28.1999. 

Paul Kagan Associates, The Kagan Media index, "Media Index Data Base.' July 30. 1999 
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Additional evidence of how the growth in cable and satellite represents 

competition for terrestrial broadcasting can be seen by examining trends in television 

viewing rurings and shares. Figure 6 illustrates recent trends in total-day ratings for 

terrestrial broadcasting and cable. 

Figure 6 illustrates that the decline in broadcast television ratings is not due to 

households' choosing to watch television less. Indeed, as shown in the last column of 

Figure 6. total telcvision viewing increased between 1984 and 1997. Rather, the decline 

in broadcast television ratings is due to the increase in cable viewing at the expense of 

broadcast l'iewing. The figure also shows that the growth of cable viewing relative to 

broadcast viewing is pro,jecled to continue 

This shift can bc secn graphically as well. Figure 7 illustrates the trends in 

household viewing shares through most of the 1980s and 1990s. The picture is clear: the 

sharc of advcrtiser-supponed broadcast television has steadily fallen. while the viewing 

share of cable services has steadily and significantly increased." Figure 7 reports the 

trends for all television households. The move away from advertiser-supported broadcast 

~elevisioii hy cable households is even more pronounced. Figure 8 illustrates viewing 

treiids for cable households. As the figure shows, cable households now view cable and 

pay serviccs more than they view broadcast television. The difference between viewing 

in  television households with and withoul cable gives a sense of the impact of cable 

, I  Hrl)adcarr t c I c ~ i s i o n ~ \  los,\ (if \ iewcr rhare ha\ hit both network and non-network prograinining. 
Sce Beuiel. Ki l l ,  and McLaughlin. "Broadcast Television Networks and ACfiliatec---i980 and 
Today." Naiional Economic Rcrcarch Associates (Ociober ? I ,  199.5) attachrneni to Cornmenis of 
thc Network All i i iaicd Starinns Alliance, Iii Re 1998 Biennial Re,quIaroc Rwien,-  Review if !hi ,  
( 'h? i ! i i i . \ .y ion ' c  Rrondi.a,vr Own~~i . \ l i ip  Rule.\ und Orher Rriles Adopied Pursuanr I O  Spcrion 202 OJ 

rhr ~ ~ I ~ ~ ~ J ~ I I I ~ I I ~ ~ J ~ ~ ~ I I I ~ ~ I ~ ~  A ( r  or 1996. MM Dochei 9X-35 (July 2 I, 1998) at 8 .  

I 5 



FIGURE 6 

1984-2002 
ADCAST AND CABLE TOTAL-DAY HOUSEHOLD RATlNGS 

All TV 
Year Stations 

1984 24.2 
1985 24.0 
1986 24 3 
1987 22.8 
1988 22.5 
1989 21.3 
1990 20.3 
1991 20.5 
1992 21.8 
1993 22.0 
1994 22.2 
1995 20.7 
1996 19.9 
1997 I8.E 
1998 ’ 17.9 
1999 17.1 
2000 15.4 
2001 ’ 15.8 
2002 15.2 

2.0 1.8 3.8 
2.3 1.9 4.2 
2.5 1.5 4.0 
3.2 1.8 5.0 
3.7 2.0 5.7 
4.5 2.0 6.5 
5.2 2.0 7.2 
6.5 1.8 8.3 
7.3 1.6 8.9 
7.6 1.6 9.2 
7.9 1.7 9.6 
9.5 1.8 11.3 

10.1 1.8 11.9 
10.9 2.0 12.9 
11.8 2.0 13.8 
12.6 2.1 14.7 
13.3 2.2 15.5 
14.0 2.2 16.2 
‘14.6 2.2 16.8 

All TV 

28.0 
28.2 
28.3 
27.8 
28.2 
27.8 
27.5 
28.8 
30.7 
31.2 
31.8 
32.0 
31 .8 
31.7 
31.7 
31 .8 
31.9 
32.0 
32.0 

- 

Notes: 
‘Includes TBS beuinninq in 1992 
‘Data are proiec!ions. 

Source: 
The Veronrs. Suhler B Asscclabs Cornrnunrcatrons Industry Forecasl. October 1998. P. 188. 
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telcvision on broadcast television viewing. As can clearly be seen from a comparison of 

Figures 7 and 8, this difference is substantial. This finding supports the conclusion that 

cable provides significant viewer competition for broadcast television. 

Figure 8 also illustrates another important point. The figure shows viewing trends 

of households that subscribe to cable. Hence, the continuing decline in broadcast 

viewing ovcr time and the corresponding increase in cable viewing in the figure are not 

due to the increasing penetration of cable. Rather, the rise of cable reflects the fact that 

cable programming has become an increasingly attractive option to broadcast 

prograniming. Since the second quarter of 1994, the average weekly amount of time pei 

cable household spent watching basic cable has increased 43 percent, while broadcast 

television's collective viewing time has shrunk 15 percent." As discussed below, this 

increased competition is not surprising given the dramatic increases in the number of 

cable channels per system and the tremendous growth i n  the number of national cable 

programming services over thc past fifteen years. 

As described earlier, many or the rules governing broadcasting today were put in  

place to prevent problems that were thought to stem from the economic power of the 

broadcast networks. Thus. i t  is instructive to examine what has happened to the viewing 

shurc of the three traditional networks, ABC, CBS, and NBC. Like all broadcasters, the 

traditional networks have heen losing share to cable and satellite channels. They have 

also been Insing share IO other lerreslrial broadcasters, including a increasing number of 

, 1  

"Wvekiy Hour\  Spcnt Waishing Basic Cable n~ Exceeds all Broadcasi T V  in  must U.S. Homer, 
Repons CAB," ;~\ai lahlu a1 http:llb wu.c~blcr~adbureau.cominewn/072199newr.htm. Auguu I?. 
l9W 
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I? rival networks. 

in  comparison with cable televi<ion. As the figure shows, cable’s share has steadily 

increased, while the traditional networks’ has steadily fallen-to the point that the shares 

crossed in 1997. This chart dramatically illustrates the fact that broadcast television 

networks do not dominate the video marketplace. 

Figure 9 illustrates the viewing shares of the three traditional networks 

The conclusion that these networks lack dominance is, of course, even stronger 

than this graph indicates. These networks are not a monolith. The three traditional 

networks competc with each other for viewers, advertisers, programming, and affiliates. 

From thc perspective of assessing market power, one should examine each network 

individually. Clearly, a n y  one network has only a small part of the total audience or any 

other measure of size. 

The increase in cahlc viewing i s  the natural outcome of several other trends. 

First, as shown in Figure 5 above. the availability of cable and satellite television has 

greatly increased. rising from 60 percent in  1982 to essentially 100 percent today. 

Second, as shown i n  Figure I O ,  the typical number of channels per cable system has 

increased substantially. Third, the overall number of cable services has steadily 

increased. as Figure I J clearly illustrares. The average cable subscriber has access to 

over 51 channels of programming, and salellite services typically offer subscribers 

I t  ... ~ 

I he decline 111 I i r a d t i i r m )  netuork shnrc I \  aiirihutahlr. i n  large pan. to the emergence iif other 
vieuiiig option\. includtng i t  neu itelworL, independeni ielevisiun siaiiunb. and cable telebision 
nctuork,. Each o l ihe ic  alieriixives represents not only a source of diversity for viewers, but an  
:idditional inarkei opportunity l o r  program priiducrrs.” L~vuluiirion (Cfihe Syridicarion and 
Finnncial Inrrir.cr Rule,\. X FCC Rcd 3282 (1993) at p 45. 
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FIGURE 10 
GROWTH IN THE NUMBER OF CABLE CHANNELS PER SYSTEM 

1983-1998 

1903 1984 1 9 ~ 5  1986 1987 ,988 198s 1990 1981 1992 1993 1994 1995 1996 1x17 1998 

Nates Dala are as of March 1 lor 1983. Apnl 1 lor 1984 ~ 1991, November 1 lor 1992. 1993. and Oclober 1 lo1 1994 ~ 1998. 
Data lor 1997 and 1998 do no1 include wireless cable systems 

Sources Warren Publishing, 111c.. Jelewsron 8 Cable Faclbmk. Cable B Sewices Volume Nos 51-61. Services Volume 
 NOS^ 62~64 and 66, Slalinns Volume No 65, and Cabie Volume NO. 67, 1983-1999 Edilions. '"Channel Capaclly 01 
Exisling Cable Syslerns " 
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FIGURE 11 
GROWTH IN THE NUMBER OF CABLE SERVICES 

1978-1998 

/ 
// 

i 9 i R  198t1 1982 1984  I'IH6 1988 1990 1992  1994 1996 1998 

Rot , rc r  Nat80nal  (:able Te lev is io~r  d s S o r l a I # o n .  Cable Tei rv is ian Developments. Spr~ng  1998, p 6 



hundreds of channels. Thus, nearly 80 percent of today's television households have 

literally dozens of program channels from which to choose. 

The result of these developments is that cable systems can do more to tine tune 

their service packages to viewer tastes. At the same time, this process of fine tuning by 

cable program producers and system operators has led to audience fragmentation and a 

move toward narrowcasting ( i . e . ,  programming ajmed at relatively narrow audiences). 

Although narrowcasting is a trend that suits a subscription-based business model, it  

weakens the economics of a- advertiser-supported mass medium such as broadcast 

le1 cv iiion. 

While cable and satellite service providers have provided the greatest competition 

for broadcast television to date, Inlcrnet-based tcchnologies are likely to he an increasing 

sourcc of competition foi viewers' time in the future. Figure 12 below illustrates how 

several different new technologies have penetrated television households over the past 

decade. Perhaps most notable is the trcinendous increase in the number of households 

tha t  have lntemet access. While fewer than half olall households are on line today, these 

households represent many of the most desirable demographic groups from the 

perspecLivc of advert i~ers . '~  Thus. these are the viewers for whom broadcasters most 

need to coinpetc to he profirable. 

8 :  Indeed. the tact that on-line crinnccllviiy has historically been ckewed loward young, afflueni. 
inales ha< cifteri heen pointed ti) hy policy makers as a source uf concern. See, l o r  example. 
"tal l ing Through thc Net: Defining ihr Digital Divide ~ A Report on Telecornrnunications and 
I n h r m n t i m  'Tcchnol(1gy Gap i n  Aniericii." National -l'elecommunicationc and Informaiion 
Adrninisrrsrion. July. 1999. 
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FIGURE 12 
NEW TECHNOLOGIES' PENETRATION OF TELEVISION HOUSEHOLDS 

1988-1999 

- 

Year 

1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 

EErL 

VCRS 

61 '% 

67% 
72% 
75% 
764 
76% 
78% 
8096 
8 1 % 
8296 
83% 
0 ," 

PCS 

18% 
20% 
24% 
25% 
28% 
30% 
33% 
35% 
40% 
45% 
47% 

49% 

On-Line Video Games 

25% 
31% 
34% 

3% 39% 
4% 41% 

45% 
10% 51% 
16% 50% 
23% 57% 
29% 69% 

Note5 

Includes movies onlv 

'1999 leleY1sion housellold dala and YCR data are as 01 June 30th 

SC'WCeS 

Paul Kaoan A550~1ale1 The Kaoao Media lnder "H~slorical Data Base" A ~ i i l  28. 1999 
Paul Kaqan Associates, The Kagan Medm Index, 'Media Index Data Base,'July 30. 1999 
Paul Ka0.3" ASSmiates Markelin0 New Media. March 24 19'39 
The Veronis, Suhiei 8 Assmiales Cammunicalions loduslw Forecasr Jutv 1997 D 202 
The Vermis, SuliIeiR A ~ ~ m i a r e s  Communica1,ons Iiiduslry Foiecssr OCtOber 1998 OD 180 and 316 

Pay-Per-View' 

16% 
18% 
19% 
21% 
22% 
26% 
30% 
33% 
35% 



At present. there is considerable debate about whether on-line activities already 

are displacing television viewing. Some studies have found significant effects. For 

example, a recent Nielsen Media Research survey commissioned by America Online 

found that households connected to the Internet vicw an average of 13 percent less 

television per day than unconnected homes.” Other market analysts, however, have 

questioned the reliability of findings like these.16 Whatever the situation today, there is 

little doubt that Internet-based media will pose major competitive challenges to the 

broadcast [elevision industry in the coming years. 

Today. hundreds of  radio stations are available streamed over the Internet, and 

video streaming is likely to become widespread in the future.” As cable and telephone 

companies’ local access networks for providing Internet services improve, so will the 

quality of thc video signals thal  service providers will offer households, creating new 

outlets for video programming of all sorts to compete directly with broadcast television. 

Even with thc comparatively low production values that local access networks currently 

supporl. new media are becoming sources of news and opinion for many people. 18 

petition for Advertisers and Programming. The increased competition for 

virwers has becn accompanied by increased competition for advenisers and 

programming. The increased comperition for advertisers is illustrated in part by the 

I >  

” ’  

M i l e  Snder ,  “Less TV in  on-l ine homes,“ USA Today, Ju ly  20, 1999 a1 ID 

For a briefhurnmary of !he debate. see Saul Hansell, “Studies Differ on Internet’s Impact on TV.” 
The NeM, York Times. Sepiember 2 I .  1998 available at 
.- hltp.//w w u .  nvtimea i .o~ibrarv/techl~X/09ibir iech/art icle/.  May 3. 1999. 

At prercnl. h r i d c a s t . c o m  a l m e  \ircam\ the hruadcasts of o\er 4 4 X  radio wi ion ’ l  and networhs as 
well as programming f r i m  65 lelevixion stalions and cahle networks. Availahle a t  
littp l i u~ww.b r i i adcas i . co~~b i ) u i / .  Scpicinber 5. 1909. 

Witnc\\  the r rernendiw growth 111 ori-l inc newspapers and porlals. which ofien offel mu’s and 
relaied informalion 

I~ 

l h  
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tremendous growth in cable advertising revenues. As can be seen from the numbers in 

Figure 13, cable advertising revenues have been growing at a much more rapid rate than 

have broadcast revenues. Cable industry gross advertising revenues for 1999 are 

projected to exceed $10 billion.” 

Figure 14 illustrates this point graphically. In 1988, cable accounted for only 6 

percent of television advertising. By  1993, the amount had doubled to 12 percent. And 

by 1998, cable’s share of television advertising had risen to 19 percent. Moreover, 

national cable advertising has gaincd acceptance among major national advertisers, such 

as au[omobile manufacturers and consumer products companies. Forty-eight of the top 

50 television advenisers in 1998 spent 10 percent or more of their television advertising 

dollars on cable television advcrtising.?” Procter & Gamble Company, the largest 

television advertiser spent alniost one quarter of i t s  television advertising dollars on 

cahle.” 

The fact that individual broadcast proframs generally enjoy higher ratings than do 

individual cable programs is a source of advantage for broadcast television in competition 

wi th  cable. However, some cahle television programs today achieve ratings as high as 

I ,, “Advertiring Kevenues Wil l  Top $10 Billion in 1999” citing Paul Kagnn Associates Firroncial 
Ouru Rooh. IVY8 projeclions Available at http://www.cabletvadbureau.comJ99Facts/facts02.htm, 
August 12. I Y Y Y  Adjurting downward by I S  percent to accnuni for advertising commissions, thc 
nci figure IS $8.8 hill i im 

C:ahleteleviwin Adverilsirlg Rurrau, ‘Top XK) Trlevislon Advertisers ( IL)Y8),” available 31 

http:i/ujww c;ihlcivadhure~i~i.~~inl/Nlarketpla~e/98topZ(K)1’V him. Augu\i 12,  1 9 Y 9 .  Nlnciy-four 0 1  
ihe lop 100 i c l c ~ i s i i ~ n  advertisers in 19YX. and 17Y ofthe top 200. spent IO percent or Inore of 
their ielevihion adierrising doIl;m on cable telryi\ion adveruqing. 

/ h i l l  1, 
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FIGURE 13 
ADCAST AND CABLE~DBS INDUSTRY NET REVENUES' 

1985-1998 

28 



FIGURE 14 
BROADCAST NETWORKS, STATIONS, AND CABLE SHARES OF 

NEI' TELEVISION ADVERTISING REVENUES 
1988-1998 

~ 1988 1993 1998 

52% 

Mole 
Gross advcrtising reveiiues have been adjusted dowriwara 15 percenl lo rellect adwlfising Commissions 

Sources: 
Paul Kagan Associates, The Kagan Media Index. .lanuan/ 30 1997. January 29 1999. and Februaly 18 1999. 
Paul Kagan Assoclales, Cable TV Adveriising. March 31, 1998. 



some broadcast network programs.*’ Moreover, even when the total audiences are 

smaller, cable programs can in many cases offer very targeted audiences that advertisers 

find valuable. Further, cable households offer more attractive demographics than do 

averagc television households.2’ 

In addition to cable services, broadcast television competes with outdoor 

advertising, direct mail, print media, and radio for advertising dollars.24 There i s  

considerable debate about the extent of this competition. Even if these media are 

dismissed completely as sources of competition, however, there should be no debate 

about thc facts that television advertising itself is more competitive than ever and there is 

n o  need tor the national multiple ownership rule examined below to protect 

competition.25 

While hroadcastcrs. panicularly the traditional television networks, face 

dramatically increased compctition today. there is one piece of evidence that may appear 

to contradict this finding: measurcd in terms of revenues, the networks collectively had 

.1 

For recent examples ot cable ratings, see htt~://www.broadcastinecable.co~~able/cable.as~ 

See, lor cnample, “Why Advertise nn Network Cable,” Cabletelevision Advertising Bureau, 
availalrie ai httr,.//ww~.cahletvadhureau.comMihvCable/whvne~ca.htm. August 12, 1999. 

For arguments that there i’. significant competition among these media. see “An Economic 
Analysis o f the  Broadcasl Television National Ownership, Local Ownership. and Radio Cross- 
Ownership Rules,” Economisrs Incorporated. May 17, 1995 submitted In rhe Morrer ofReview et 
ihr, Comnii.r,yion ‘.s Reguloiions Gor’eming Televisiori Rroadrosring, MM Docket 9 1-22 1 ,  
Appendix D. See also Kit1 and Beutel. ” . ’  ‘ I  Economic Analysis of [he Relevant Advertising 
Market(3) within Which to Assess the Li ly  Competitive Effects of the Proposed Time Brokerage 
.4rrangements between WUAB Channel 43 and WOIO Channel 19,” National Economic Research 
Awiciates (July I S ,  1Y94) 

lndccd. as shown below. Ihc rule does niiihing to protect compelition. The fact rhar mxkers 
iierforin wel l  today i\ d rcflccrion iif the strength (if marhet forces. no i  the cfficacy utrt.guldtioil 
Given that these concIu\innF hold even i t  nnc excludes all non-television media from 
con<ideration, there i( n o  need in  thi’. white paper to address the issue of whether broadcast and 
cable television adverlirmg constituiec a distinct relebanr market 
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their best up-front sales season ever i n  the summer of 1999.'6 Simply put, the question i b  

this: if there is so much competition, then why did the networks have such a good up- 

front season this summer? 

Therc are several parts to the answer to this question. First, and most important, 

there is no inconsistency between an increase in  revenues and an increase in competition. 

The total size of a market may well grow as competition increases. Indeed, broadcasters 

are garnering a smaller proportion of total television advertising dollars, as can be seen 

lrom Figure 14 above. Moreover. local broadcast advertising revenues are down, 

apparently under pressure from  abl le.^' 

Still. i t  might appear paradoxical that network revenues are increasing as audience 

size shrinks. The consensus among industry observers is that this trend is in part due to 

the Internet booin and the need for lnlernel companies to advertise on traditional media to 

establish their brand names and web presence.'8 But while today new media appear to be 

net de,riiindcrc 01' advcnising, new media are being built on business models that 

anticipate heing net supp/ier,s o f  advertising in the future. Indeed, i n  a recent report, the 

Internet market research firm Jupiter Communications predicted that spending on Internet 

Up front sales refer io advertising salcs made prior tu the launch o f  a new fall television season. 
For a discussion of 1999-2000 season up front cales, see for  example, Sally Beatty. "TV Networks 

See. lor cxample. Erin While. 'TV Sbtions Set Ad-Time Demand Slow Considerably," The Wa// 
S r r m  Journal. lune I I .  1999 at  BZ and "Slow going i n  second quaner," Broadcasting and Cablr 
Ordine hitn://wuu .hriiadcarlinqcahlc cotidiopltrip article ase2articlelD-69223675 1 (posted June 
25. 1999) 

Sa! Sluan EIIICII, "Ad\cr l i \ ing.  A blitr hy new medi;l helpc old media toil forecasts of  doom.' Tlw 
:Um JIod Timc~.  Ju ly  73. I900 i i t  C I .  Broadcasl telebision networks s l i l l  deliver the largesl 
iiiiinher\ o t  vieu'ei?, s o  ddverlicen turn to these network? whcn they w a n t  to rcach a truly mass 
nudiencr 

'(1 

t for A d  Sales," The Wall Sfrerr Journal, June I ,  1999 at B6. 
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advertising will rise to $ I  1.5 billion in 2003.29 And Forrester Research, a technology 

research firm, projects that U.S. spending on online advertising will grow almost tenfold 

between now and 2004 to reach $22 

the promise of providing advertisers with highly targeted means of reaching the 

audiences they seek." 

Like cable television, new media also hold 

Moreover, broadcasting revenues are driven by more than competition. The 

demand for advertising is sensitive 10 the overall health of the economy. Today, the U.S. 

economy is continuing an unparalleled run of prosperity. But experience teaches that the 

boom will not continue forevcr. From the mid 1980s through early 1990s, the networks 

endured tremendous pressures on their revenues in pati as the result of slack demand for 

advertising in a weak economy. Indeed, at the time, some observers reared the networks 

wcic ahout to go out o f  husiness. Just :IS i t  was important not to overreact to the bad 

times then. i t  i <  important not to let the current strength of the economy mask problems 

created hy regulation. 

The focus on current network advertising revenues has another shortcoming. I t  

obscures the other side of the profitability formula: costs. The increased competition for 

viewers and advertisers is being accompanied by increased competition for programming. 

There appear to be two ways in which this competition is driving up the costs of 

programming. First. i n  interviews, industry executives have indicated that they turn to 

premium or event programming i n  order to fight fragmentation. Hence, therc is an 



increased emphasis on big-ticket sporting events, movies, and awards shows that can 

attracl mass audiences even today. The rights to these programs are expensive. And the 

increasing demand by the broadcast networks and their rivals for the limited supply of 

event prograinming is driving the prices of movie and sports rights up even further. Foi 

example, between I998 and 1999 alone, the license fee paid by ABC for the Academy 

Awards increased by over 67 percent. Similarly, the per-season cost of broadcast rights 

for Monday Night Football in the deal commencing with the 1998 season was more than 

double the cost in the previous deal covering the 1994 through 1997 seasons 

Second, with the tremendous growth of video programming outlets, there are 

more buyers chasing a limited pool of talent (e.g,, writers, producers, and actors) 

Dramas and sitcoms are incrcasingly expensive due to a shortage of talent relative to 

increased demand. Even it' the competition tor dramas and sitcoms today were solely an 

inter-network hattle, that battle would be increasingly intense because there are more 

nelworks today than in  the past. Moreover, broadcast television networks race growing 

competition from cable for talent. For example, Turner Network Television recently 

announced that the network will spend $800 million over the next five years on original 

movies. miniseries, and dramatic series." 

The ability and incentive to pay for high-cost programming depends, of course, on 

the, value that the purchaser can expect !o receive from exhibiting the programming. h 

se of  broadcasters. that value is derived from the size of the audience and the 

resulting ability to scll advcnising. Lhny cablc programming services also rely on 

Grcg Farrell. "Nichc *eb Sites Draw Adverriseri." USA 7 i h y  Tech Hrpori. 
hup.i lu~atoday.con~li i r lcyher~rechlc1t783.hrm. posied Augucr 6. 1999. 
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advertising sales as a source of revenue. However, cable programming services have 

another soui'ce of revenue as well, subscription fees. Figure 15 illustrates graphically the 

fact that cable television's dual revenue streams surpassed broadcast television's single 

revenue stream in 1997. This dual revenue stream likely explains why cable 

programming services have been outbidding the broadcast networks for the rights to 

many event programs such as recent hit theatrical movies.33 

C. Network and Station Growth and Ownership 

While competition between terrestrial broadcasting and other media has 

increased, so has competitioii within terrestrial broadcasting. This increase has occurred 

at both the station and network level .  In 1946, there were six television stations 

a u h r i z c d  and on the air, with one additional construction permit holder operating 

in~erinit~cntly. Today there are over 1,200 commcrcial stations. The growth of station!, 

has in turn tueled the growth oi'addilional networks. There are more broadcast television 

nerwork.r today. than there were television srarions in 1946. There are now seven 

mainstrekiln commercial networks plus several other more specialized and regional 

broadcasl networks. AL the time of the Barrow Report,'5 there were only two. 

71 

Fox was launched in 1986, and The WB Network and UPN were launched in the 

mid-1990s. More recently. Pax TY has debuted. 11 i s  significant that, with the exception 

3 /  ,Muvics for whicli cablc nclworks I 
prcmieres include: 'The English P ' , ' ~ h n r  Blank." "He Go1 Game." "The Jackal." 
"Midnight i n  the Garden iifGood sild Evil, 
Wedding Singer ' 

, , Ikiirwfk A f l l i u / h  A g r w v w ? / $  f 7 1 r n  Y w r  K u k i ,  4 FCC Rcd 2755. 66 RR 2d I90 ( I  989) il l  2757 
(71 I ? .  (oornotr oiiuiled). 

:V<mwrk Hmudru~r t r i~ .  K q J m  o f i h  Nvnwr!, SIuds Sraff io rhe Network Srudy Cornmirier (Oct 
19571 reprinled in Repnri n l  the House Comrnillcz on Interstate and Foreign Commerce, H.R. 
Rep N o  12Y7. 85th Congress. 2d Sex\. (1Y581 ("Barmw Repori"). 

iietworks for the broadcasi window 

Shawxhank Redemption." "Wag rhe Dog," and "The 
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